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Joint Reply of American Airlines, Inc. and Lan Chile

hereby reply to the answers submitted on March 13, 1998 by
Continental Airlines, Inc., Delta Air Lines, Inc., and United
Air Lines, Inc (collectively, "opposing carriers”) The
Department should pronptly grant antitrust inmmunity, exenption
authority, and codesharing authorizations to enable Anerican and
Lan Chile to inplement their proposed alliance for the benefit

of consunmers and communities, and in order to enhance conpeti -

tion between the United States and Chile.'

ARGUMENT

| NTRODUCTI ON

The opposing carriers are engaged in a cynical effort,
supported by specul ative doonsday rhetoric and little nore, to
i nvoke DOT assistance and force Lan Chile to do business wth
them instead of with American. Their notivations are
transparent, and their argunments anmount to a manifesto for
sel ective governnent intervention into the free market process.

This is an era of open skies, innovative alliances, and
di m ni shing governnent restrictions on the enornous potentia
that liberalized international aviation markets offer. In 1992

the Department recognized that a pioneering open skies agreement

1t is worth noting that the opposing carriers add nothing new to
what they said in their Cctober 22, 1997 answers in Docket OST-97-
2982.
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in conjunction with a major strategic airline alliance could
provide a critical beachhead for transatlantic open skies:

We ook to our Qpen Skies Accord with the

Net herl ands and our approval and grant of antitrust

immunity to the [KLM Northwest] Agreement to

encourage other European countries to liberalize

their aviation services so that conparable

opportunities may becone available to other U S

carriers.

Order 92-11-27 (November 16, 1992), at 14.°

Anerican and Lan Chile believe that the U S . -Chile open
skies accord constitutes a simlar breakthrough for the open
skies policy in South Anerica. The open skies accord, in
conbination with the Anerican-Lan Chile alliance, wll
accel erate South American carriers' and governnents'

participation in the emerging global alliance networks.

A review of recent devel opnents that have occurred since

Lan Chile and Anmerican signed their agreenents in Septenber 1997

reflects the potential of this new environment:

« DOT announced its tentative approval of the American- TACA

G oup codeshare alliance;’

* See also Statenent of Secretary Federico F. Pefia before the

Senate Conmerce Conmittee, July 11, 1995 (“[olur policy statenent

recogni zed that the trend towards globalization of air service
t hrough effici ency-enhanci ng networks and alliances is here to
stay, and that this devel opnent offers great public benefits for
all nations").

> Order 97-12-35 (Decenber 31, 1997).
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Uni ted announced VARIG’s entry into the Star Alliance and

i mpl emented a major codeshare alliance with VARIG,® and
applied to the Departnment for broad authority to

codeshare with Mexicana;®

Continental was awarded Newark-Santiago authority;®

« Delta announced nmjor expansion plans in South America
and applied to DOT for broad operating authority;’

« Delta announced that it wll offer 8,000 seats to Latin
Arerica;’

« Delta announced a |o-year nmarketing and codeshare

alliance with Aeroperu, as well as the acquisition of a

significant equity interest in Aeroperu;’

“ United Air Lines Press Rel ease, QOctober 22, 1997.

> Joint Application of United Air Lines, Inc. and Conpani a
Mexicana de Aviacion, S.A. de C V. (0ST-98-3322), January 12,
1998.

¢ Order 98-1-22 (January 29, 1998).

7 Application of Delta Air Lines, Inc. for a certificate of public
conveni ence and necessity (0ST-97-3218), Decenber 10, 1997.

® "Delta To Offer Approxi mately 8,000 Wekly Seats to Latin
Anerica Wth Start of New Daily Flights," Press Rel ease, February
9, 1998.

° "Delta and Aeroperu Enter 10-Year Marketing Agreenent; Delta
Makes Mnority Equity Investnment in Aeroperu,” Press Rel ease,
March 10, 1998.
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o« Delta announced a five-year marketing and codeshare

alliance with Aeromexico;®°

« Delta announced a codeshare agreenent wth Aeropostal of

Venezuela; and

o Delta announced new Atlanta-Caracas and Atlanta-Linma
service.'?
U.S. policy has been the catalyst for these sweeping changes in
the industry, as well as for the energence of global, antitrust-
i mruni zed al liances, such as United-Lufthansa-SAS, Delta-
Swi ssai r- Austri an- Sabena, and KLM Nort hwest .

The opposing carriers generally have been strong proponents
of market liberalization to permt such initiatives when they
are able to exploit these changes for their own comercia
benefit. In 1995, Delta, and in 1996, United argued that, not
only is there nothing sinister about the |link between an open
skies accord and an alliance agreenent, but that the conbination

can trigger a positive domno effect for open skies on a

% "Delta and Aeromexi co Pl an Expanded Rel ationship, Including a

Fi ve- Year Marketing Agreenent," Press Rel ease, March 10, 1998.

1 "Delta Air Lines, Aeropostal Sign Agreenment; Carriers WII
Provi de Code-Sharing Flights," Press Rel ease, March 3, 1998.

2 "Delta Air Lines Receives Governnental Approval to Start New
Service to Caracas," Press Rel ease, March 10, 1998; "Delta Ar
Lines To Start Service Connecting Atlanta Wth Lima, Peru," Press
Rel ease, February 20, 1998.
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conti nent-w de basis.®?

When seeking the Departnent's approval
of their respective transatlantic alliances, United and Delta
strongly advocated this view.'*

On the other hand, it seens that, when the opposing
carriers do not succeed in the nmarketplace, they ask DOl to turn
back the clock and intervene. That is the case here.

II. THE OPPOSI NG CARRI ERS | GNORE BOTH THE PRO COWPETI TI VE

| MPLI CATIONS OF A U.S.-CH LE OPEN SKIES AGREEMENT AND THE

DI SASTROUS | MPLI CATIONS OF A FAILURE TO GRANT THE LAN

CHI LE- AMERI CAN APPLI CATI ONS

The opposing carriers all but ignore the fact that on

Cct ober 28, 1997, the CGovernnents of the United States and Chile

initialed an historic open skies agreenent. The open skies

> gee Joint Application of Delta Air Lines, Inc. et al. (OST-95-
6€18), Septenmber 8, 1995, at 8 (arguing that Sw tzerland, Belgium
and Austria would view DOT"s denial of Delta' s application as
"antithetical to the spirit of the Qpen Skies Agreenents")& 20-21
(quoting DOT's sane |anguage from Order 92-11-27 (Novenber 16,
1992), at 4); Joint Application of United Air Lines, Inc. and
Deut sche Lufthansa, A .G (0ST-96-1116), February 29, 1996, at 23
(“[o]lpen skies with Germany, coupled with a fully inplenmented

Al |l i ance Expansion Agreenent, wll provide a significant
comrercial incentive to other European nations to reach |iberal,
open-entry bilateral agreements with the United States").

¥ |In fact, United and Delta went even further, arguing that DOT's
approval of KLM Northwest "also inplied a favorable treatnent of
future applications by other U S. and foreign airlines in exchange
for liberal aviation accords." Joint Application of Delta Ar
Lines, Inc. et al. (0ST-95-618), Septenber 8, 1995, at 8; Joint
Application of United Air Lines, Inc. and Deutsche Lufthansa, A G
(OST-96-1116), February 29, 1996, at 22 n.11.
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agreenent prom ses a new era of conmpetition in the US. -Chile
mar ket and substantial public benefits to the traveling and
shi pping public.

The Lan Chile-Anerican alliance provides the inpetus for
the opening of the currently-restricted U S.-Chile market, just
as the United-Lufthansa alliance was the driving force behind
the opening of the U S. -Germany nmarket. Wthout the alliance,
the status guo i s naintained. By the sanme token, a denial of
the Lan Chile-Anerican alliance would be an outright rejection
of open skies with Chile.

The proposed arrangenent between American and Lan Chile is
fully consistent with U S. international aviation policy, which
has encouraged gl obal partnerships between U S. and foreign
carriers for the benefit of consumers and conpetition. | ndeed,
in the case of a carrier such as Lan Chile, the proposed
alliance is vital to allow it to realize new opportunities under
open skies and to provide new price, quality, and service
options to consunmers in the global marketplace.

The Anerican-Lan Chile alliance will offer a nyriad of
benefits:

e A broad network, conprising sonme 4,000 potential city-
pairs, making the world nore accessible to consumers wth
new and convenient routings, which will conpete with the

other alliances already inmmunized by the Departnment and
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wi th codeshare arrangenents in the Anericas and el sewhere,
such as those between United and VARIG the l|argest carrier
in South America, between United and Mexicana, between

Delta and Transbrasil, and between Delta and Aeroperu

« A wide choice of routings and schedul es.

Seanl ess, coordinated connections between alliance flights,
including single tickets and through-handling of baggage

and car go.

Service offered by two airlines known throughout the world
for their commtnment to high quality service and

i nnovat i on.

Coordi nati on between two excellent frequent flyer prograns,
offering a wde range of opportunities both for earning

m | eage credit and for enjoying travel awards.

More value, made possible through the synergies and
efficiencies that the alliance will create.

Wien it initialed the U S -Chile open skies agreenent | ast
Cctober, the Government of Chile made clear that the market
cannot be truly "open" unless Chilean carriers are assured of
effective access to U S. traffic through alliances with other
carriers. See Menorandum of Consul tations, Cctober 28, 1997.
The CGovernnent of Chile's position reflects the fact that new

service opportunities for Chilean carriers under an open skies
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agreenent - and under the existing 1989 U.S.-Chile agreenent,
which contains a full codeshare provision -- are not

nmeani ngfully available unless Chilean carriers are able to enter
into full cooperative alliances with U S. carriers of their
choosi ng. O herwi se, the skies would be "open" in nane only."

If DOT were to reject Anerican and Lan Chile's applica-
tions, the Departnent would, effectively, be repudiating open
skies with Chile as well as U.S. obligations under the 1989
agr eenent . Such a step would seriously damage the credibility
of the open skies policy in Latin Anerica. Latin Anerican
carriers and governnents, already suspicious follow ng the
prol onged and unresol ved TACA experience, would concl ude that
open skies is no nore than a U.S. tool for international market
restructuring in favor of the large U S. carriers.

Consequently, Latin America would entrench, not dismantle,
protectionist barriers.

When it tentatively approved the American- TACA G oup
arrangenent, the Departnent enphasized the critical inportance
of open skies agreenents:

[Tlhese accords assure the nost |iberal operating

environment for air services and give any carrier
from either country the right to serve any route

> This is not speculation: the experience of the TACA G oup of

carriers and their governnents validates this concern beyond any
doubt .
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between the two countries and beyond. These
agreenents place no limts on airline capacity and
carriers are free to charge any price unless both
countries disapprove. The foreign applicants'
national authorities undertook to join the United
States in open-skies aviation relations.

For these reasons, open skies is a critical elenent
of our international aviation policy. Therefore,
unl ess there are adverse conpetitive inpacts that
cannot be mtigated so as to pronote the consuner
benefits to be gained by open skies, tota

rejection of cooperative arrangenents provided for
under an open-skies reginme has the potential to
frustrate if not cancel, the overall benefits
avai |l abl e through an open-skies regine.

Order 97-12-35 (Decenber 31, 1997), at 25-26 (enphasis added).
There are no adverse conpetitive inpacts sufficient to
defeat the Anerican-Lan Chile alliance, and, thereby, defeat the

open skies agreenent initialed |ast year between the United
States and Chil e. The Departnent should reject the self-serving
and anticonpetitive stance by the opposing carriers, and should
grant antitrust inmmunity (as well as exenption and codesharing

authority) to Anerican and Lan Chile forthwth.

[11. THE OPPOSI NG CARRI ERS ARGUMENTS ARE HYPCCRI TI CAL AND
WTHOUT MERIT

A CONTI NENTAL
Continental, which in January entered into a gl obal

strategic alliance with Northwest Airlines, Inc., and is now

¢ "Continental and Northwest Airlines Form Long-Term Strategic

G obal Alliance,"” Press Rel ease, January 26, 1998.

10
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contenpl ating what would be the world s |argest conbination of
carriers (Northwest-KLM Continental-Air France-Alitalia-Virgin
Atlantic) ,*” nonetheless asks the Departnment to withhold approva
of the Anerican-Lan Chile alliance. To support its position,
Continental cites the conbined market shares of American and Lan
Chile in the U S -Chile market (including HH calcul ations);
Anerican's position at the Mam gateway; the relatively small
nunber of passengers in U S. -Chile nmarkets other than Santiago
Anerican's alliances with other carriers in Latin Anerica; and a
pl eadi ng submitted by the Departnent of Justice in the American-
TACA Goup proceeding (OST-96-1700). As we show bel ow, none of
these argunents provides a legitimte basis for the Departnent
to withhold antitrust immunity from the American-Lan Chile
alliance, and to deny the public the benefits that this alliance
(and open skies) will provide in the marketpl ace.

Continental's real notivation is to gain governnment help
and protection. Continental seeks to have the Departnent

disqualify American as Lan Chile's partner, thereby forcing Lan

7 gee J. Canpbell & D. Meyer, OO NWCEOs: Shifting The Airline
Power Structure, Business Travel News, February 23, 1998, at 1
(interview with Continental chairman and CEO Gordon Bet hune)
(calling the Northwest-Continental transaction "a virtual nerger,"
and stating that "[i]f you did a KLM A r France-Northwest-
Continental-Alitalia it would be the biggest in Europe, bigger
than the Star Alliance. Virgin stays with us too. That's naybe
12 nonths away.").

11
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Chile to enter into an arrangenent with Continental. Conti n-
ental also seeks to prevent open skies between the United States
and Chile, thereby protecting Continental's Newark-Santiago
service fromtraffic diversion. Continental openly admts to
such an agenda in its answer (p. 16) (additional entry under
open skies "would divert traffic from Continental's nonstop
Newar k- Santiago start-up service w thout providing any
nmeasur abl e service enhancenent").

As Lan Chile stated in its consolidated reply of October
31, 1997 in OST-97-2982 with respect to the Anmerican-Lan Chile
codesharing applications, Lan Chile nmet with all three opposing
carriers -- including Continental -- to discuss possible
arrangenments with them Subsequently, Lan Chile nade a
uni l ateral commercial decision to enter into an alliance with
Aneri can. Anong ot her things, the opposing carriers do not
offer simlar conmmercial opportunities to Lan Chile and its
passengers. Continental offers no neaningful connections at
M am and apparently has concluded that its southern hub,
Houston, is not the nost sensible gateway to Chile, as
Continental sought -- and was awarded -- Newark-Santi ago

authority in the 1997 U S. -Chile Conbination Service Proceeding,

Order 98-1-22 (January 29, 1998). Lan Chile does not serve

ei ther Houston or Newark, and would have to restructure its

12



Joint Reply of American Airlines, Inc. and Lan Chile

entire U.S. route systemin order to create connections at those
cities.

Having failed to achieve its own alliance with Lan Chile
through the normal course of a free, conpetitive process

(assumng it was even serious about doing so), Continental now

asks the U S. Governnent to intervene and, effectively, force
Lan Chile to do business with Continental. The Departnent
should reject this outrageous invitation.

W now turn to Continental's specific argunents against the
proposed alliance. Wiil e the conmbi ned market shares of Anerican
and Lan Chile in the US. -Chile market are relatively high, open
skies wll provide unlimted opportunities for new services by
Continental, Delta, United, and any other interested U S. or
Chilean carrier. W are aware of no barriers to entry at
Santiago, or at any other airport in Chile.

Past market concentration nunbers from a restricted market
are not relevant to future open skies markets with no barriers
to entry. As the Departnent stated in granting antitrust
imunity to United and Lufthansa, "concentration figures are not
conclusive . . . . I ndi vidual airline nonstop city-pair markets
usual |y have high levels of concentration, since nbst nonstop
markets are served by only a few airlines." Oder 96-5-12
(May 9, 193%6), at 19-20. HH figures are |ikewi se not a

rel evant consideration in open skies markets wth no entry

13
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barriers. See Joint Reply of United Air Lines, Inc. and
Deut sche Lufthansa, A G (0ST-96-1116), April 12, 1996, at 11-12
(sharply criticizing TWA for attenpting an HH exerci se agai nst
the United-Lufthansa inmmunity application). There, United said
that "the HH figures proffered by TWA . . . are in no way
probative" because they omtted "bountiful '"uncommtted
entrants"'. Id. Continental's HH figures against the
Anerican-Lan Chile alliance not only omt "bountiful" potential
entrants, but also omt actual participants, such as the United-
VARl G codeshare, for exanple, which provides highly conpetitive
U S -Chile service via third-country internmedi ate points.

W al so suspect that Continental would argue strenuously
agai nst the use of market concentration figures to defeat its
proposed alliance with Northwest. As shown in Amrerican's answer
of February 6, 1998 in the Anerican-TACA G oup proceedi ng
(0ST-96-1700), there are six city-pairs in the donmestic U S.
market in which Continental and Northwest collectively operate
100% of the nonstop frequencies (O eveland-Detroit, Cleveland-

M nneapolis/St. Paul, Detroit-Houston, Houston-Mnphis, Houston-
M nneapolis/St. Paul, and M nneapolis/St. Paul-New York), and
another in which they operate 86% (Detroit-New York). Two of

t hese seven overlap routes - M nneapolis/St. Paul -New York and
Detroit-New York - involve service at slot-constrai ned LaGuardia

Airport, where opportunities for new entry are limted, in

14
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contrast to the airports in Chile where there are no such
limts.

These seven Northwest-Continental "nonopoly markets" (to
use Continental's own termnology in its pleadi ngs agai nst
Anerican's alliances) include sone of the nost heavily travel ed
U.S. domestic city-pairs and, in addition, are ones wth high
concentrations of time-sensitive business travelers for whom
connecting service would clearly be a second choice. As for the
size and significance of the U S. donmestic city-pairs that would
be nost directly affected by a Continental - Northwest alliance
we note that Detroit-New York alone has nore annual passengers
(1.4 million) than all U.S. -Chile city-pairs combined.*®

In short, if the alliance proposed by Anerican and
Lan Chile for service between the United States and Chile were
deemed to present conpetitive issues requiring its disapproval
then the massive alliance announced by Continental and Northwest
should be rejected out-of-hand by U S. conpetition authorities.

As to Continental's other argunments, American's position at
the Mam gateway does not justify denial of the Anerican-Lan
Chile alliance. To the contrary, American's connecting network

at Mam is an essential predicate for Lan Chile's conmercia

* As shown by T100 data for 1996, there were 379, 932 on-board
passengers on nonstop or through flights between the United States
and Chile. Anmerican's share was 39.5%

15
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decision to enter into a partnership with American rather than
with Continental or the other opposing carriers. Wthout access
to traffic flows at Manmi, Lan Chile would not gain sufficient
benefits to support an open skies agreenent between the United
States and Chile. Continental itself characterizes Mam as the
"key U S. gateway for the rest of Latin America," and acknow
| edges that Mam is "the predoninant gateway to Chile" (p. 5) .Y
Continental and the other opposing carriers argue that
mar ket shares and, in the case of Anerican, hub share at M am
make for a virtual per se anticonpetitive situation. Each of
the opposing carriers, however, controls a significant (and
arguably dominant) share at a U'S. hub airport. In 1997,
Continental controlled 78.6% of enplanenents at Houston
Intercontinental Airport, while its equity partner Northwest
Airlines controlled 80.4% of enplanenents at Detroit
Metropolitan Airport and 84.5% of enplanenents at M nneapolis/
St. Paul International Airport. Delta controlled 80.2% of
enpl anenments at Atlanta Hartsfield Airport, 94.1% of

enpl anenments at Cincinnati International A rport, and 76.8% of

* El sewhere, Continental has expressed |ess concern about M anm,
stating that Continental is "strategically positioned for trans-
continental travel . . . to Latin Arerica . . . via its Houston
and Newark gateways." "Continental Airlines Announces Non- Stop
Servi ce Between New Yor k/ Newar k and Santiago, Chile," Press

Rel ease, January 29, 1998.

16
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enpl anenents at Salt Lake Gity. United, neanwhile, controlled

°® Wuld the opposing carriers

68.6% of enpl anenents at Denver.?
concede that these shares are per se anticonpetitive and should
di squalify them from codesharing at those points? One assunes
not .

The fact that Anerican chose to invest billions of dollars
in devel oping the Mam gateway, While its conpetitors chose to
i nvest el sewhere, should not preclude Lan Chile and American
fromentering into an alliance using Mam as the key connecting
poi nt . In contrast to a nunber of other antitrust-inmunized
alliances, there are no facilities constraints at issue in the
Anerican-Lan Chile proposal. The Departnent approved the
Uni ted- Luft hansa alliance despite the form dable entry barrier
posed by slot controls at Frankfurt; simlar barriers exist with
respect to the Northwest-KLM alliance at Ansterdam If those
arrangenents can enjoy antitrust inmunity, in the face of
recogni zed barriers to entry, there should be no question that
the Anerican-Lan Chile alliance should be approved under an open
skies regime with Chile and in the total absence of entry

barriers at Mam, Santiago, or any other relevant airport.

2% see Salonmon Smith Barney, Airline Conpetition at the 50 Largest

Airports - Update, March 12, 1998 (based on USDOT Form 41

U. S.
dat a)

17
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Continental also asserts, rather curiously, that the
Anerican-Lan Chile alliance should be disallowed because there
are relatively small nunbers of passengers that would benefit in
markets other than Santiago (p. 7). In effect, Continental
seens to be urging that the proposal here is not worthy of
approval because it is too small; in other proceedings, such as
Anerican-British Airways (0ST-97-2058), Continental has argued
t hat approval should be withheld because the proposed alliance
is too large. In any event, the nunbers cited by Continental
are froma tine when |ess convenient, interline double-
connection service was the only avail able option. Mor eover,
such historical nunbers are clearly understated because of the
difficulty in gathering international interline data, and the
common practice for passengers to "break" interline itineraries
on these routes by staying at the gateway for l|onger than a
connecting | ayover. The introduction of convenient, on-line
service by the Anerican-Lan Chile alliance is certain to
stimul ate the doubl e-connection nmarket, adding to the pro-
conpetitive inpact of the proposed transaction

Continental's (and the others') professed concern about the
cunul ative inpact of American's existing and proposed alliances
with carriers in Latin Anerica (Continental Answer, at 8-14) is
sinmply doonsday posturing and provides no basis for denial

There is no linkage between the American-Lan Chile arrangenent

18
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and any other alliance that American or Lan Chile has or is
contenplating in Latin Anerica or in any other region. **
Anerican's relationships are "appropriately exam ned by the
Departnent in the context of their respective applications.”
Order 97-12-35 (Decenber 31, 1997), at 31.

Finally, Continental asserts that the Departnent of
Justice, because it expressed "concern" (but did not oppose) the
Anerican- TACA arrangenent, would simlarly question the public
benefits of the Anerican-Lan Chile alliance. The Departnent of
Justice did not submt an answer in this docket, and Anmerican
and Lan Chile are not aware of any proceeding in which the
Department has assumed to know what a non-party m ght have said,
had it chosen to file an answer, which it did not. Continental's
attenpt to insert a DQ) pleading from another docket into this

proceedi ng should be rejected outright.

B. DELTA
Delta, like Continental, has little credibility in
conpl ai ning about alliances of its conpetitors. I n Cctober

1997, in announcing a "summit" it was hosting with 22 affiliated

airlines to discuss globalization, Delta called itself "the

* Continental's paranoia has reached new depths: it now sees
danger in an effort by Lan Chile and a few other Latin American
carriers to jointly acquire aircraft. (p. 12 n.18). This effort,
whi ch has been appl auded by the industry, is irrelevant to this
proceedi ng, as any responsible observer would know.
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wor | d-recogni zed | eader in code-sharing/bl ocked-space

"2 Delta enjoys antitrust immunity with three

arrangements.
European carriers (Sw ssair, Sabena, and Austrian Airlines), and
has entered into partnerships with nunmerous other airlines

t hroughout the world, including Aer Lingus, Aeroflot,

Aeronexi co, Air Jamaica, China Southern, Finnair, Korean
Airlines, Malev, Singapore Airlines, TAP Air Portugal, and
Transbrasi |l .

Delta has enbarked on a “major service expansion into Latin
America,”?® including the recently-announced acquisition of an
equity interest in Aeroperu,®® a lo-year marketing alliance with
Aeroperu, a five-year "strategic marketing agreement” wth
Aeronexi co and a codeshare arrangenent w th Aeropostal of
Venezuel a. Delta has recently started service, or is planning
to start service, to 14 countries in Latin Anerica, including

Peru, Venezuela, Brazil, Chile, Argentina, Colonbia, Uruguay,

Paraguay, Belize, Bolivia, Quatemala, Panama, Costa Rica, and HE

22 "Delta Air Lines To Host 22 Airlines For Summit To Di scuss
A obalization," Press Release, Cctober 2, 1997.

23 Application of Delta Air Lines, Inc. for a certificate of public
conveni ence and necessity (0ST-97-3218), Decenber 10, 1997, at 3.

2* Conversely, the American-Lan Chile alliance is not a nerger, de

facto or de iure, nor is American acquiring any equity interest in
Lan Chile.
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Salvador.®> In support of this massive new market entry, Delta
told the Departnent that

[t1he creation of a new gateway at Atlanta - the
largest airline hub in the world and the
centerpiece of Delta' s Latin Anmerican expansion
program - will provide significant public benefits
t hrough enhanced intergateway conpetition wth
Anerican's hubs at Mam and Dallas/Ft. Wirth,
Continental's hubs at Houston and Newark, and
United at Miami.Z?®

Nonet hel ess, Delta takes the patently inconsistent position
that the American-Lan Chile alliance "would create an inpervious
barrier to conpetition” (p. 4). Wien just this type of
rhetoric was used by TWA agai nst the Delta-Swissair-Sabena-
Austrian alliance -- which resulted in a 100% nonopoly of U.S.-
Austria flights and a 67% share of nonstop U.S.-Switzerland
flights -- Delta countered that

any other carrier's ability to serve the three

European countries . . . is now enshrined in the

Open Skies agreenents the U S. has concl uded .

TWA has contrived a series of rhetorical and

| egalistic arguments designed to derail the

proposed alliance. The arguments have no basis in

law, fact or policy and should be rejected.

Joint Reply of Delta Air Lines, Inc., et al. (0ST-95-618),

Novenmber 20, 1995, at 5.

> "Delta To Offer Approximately 8,000 Weekly Seats To Latin
Anerica Wth Start of New Daily Flights," Delta Air Lines Press
Rel ease, February 19, 1998.

2¢ ppplication of Delta Air Lines, Inc. for a certificate of public
conveni ence and necessity (0ST-97-3218), Decenber 10, 1997, at 9.
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Li ke Continental, Delta cites Anerican's narket share in
the U S.-Chile market, its strength at the "key Mam gateway,"
its alliances with other regional carriers, and the Departnent
of Justice pleading in the American-TACA Goup docket. As shown
with respect to Continental, none of these argunents justifies
di sapproval of the Anerican-Lan Chile alliance or the defeat of
open skies between the United States and Chile.

And simlar to Continental, Delta reveals that its true
agenda is to have the Departnment disqualify Anerican as a Lan
Chile partner so that Delta can usurp that role: "[i]lf the
American-Lan Chile arrangenent is disapproved, Delta would
pursue an arrangenent with Lan Chile that would nmaxi m ze
conpetition between the United States and South Aneri ca,
particul arly agai nst American” (p. 10). But Delta had its
opportunity to enter into an alliance with Lan Chile, and was
not chosen because it cannot offer the benefits and neani ngful

access to U.S. points that Anerican can offer. It should be

evident that an alliance relying on Atlanta as the principal
U.S. gateway does not nmake sense for Lan Chile. VARG obviously
reached the same conclusion when it dropped Delta in favor of an

alliance with United.?’

*’ For exanple, Delta's proposed beyond-M am service to its hubs
at Atlanta and Cncinnati (p. 10) would rel egate nost beyond-
(continued...)
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Just as the Departnent should not force Lan Chile into an
unjustifiable relationship with Continental, it should not force
Lan Chile to enter into an unjustifiable alliance with Delta.?"

C. UNI TED

United, which stands at the center of the global Star
Alliance, has little credibility in opposing an inmunized
al liance between Anerican and Lan Chile. United holds antitrust
imunity fromthe Departnment with respect to three different
airlines -- Lufthansa, SAS, and Air Canada. United also has
codeshare arrangenents with nunmerous other carriers serving
Mexi co, the Caribbean, South Anerica (including Chile itself),
Europe, the Mddle East, Asia, and the Pacific. These carriers
i nclude VARI G Aeronexico, Transportes Aeronar, Mexicana, ALM
Cayman Airways, National Airlines of Chile, British Mdland,
Emrates, Saudi Arabian Airlines, Air-India, Thai International
Ansett (Australia), Kendall Airlines, Ar New Zeal and, and

Ansett (New Zeal and).

(..continued)

gat eway passengers to nultiple connections, and deny themthe
princi pal benefits of an inmunized alliance.

*® perhaps if Delta had capitalized on the opportunity to establish
a Mam hub and a South Anerican network in the wake of the
original Pan American bankruptcy, it would not now be asking DOT
to intervene on its behal f.
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On Cctober 22, 1997, in announcing that VARIG is joining
the "Star Alliance famly," United stated that "[w]lith flights
to every major destination in South America, VAR G opens up an
entire continent to Star Al liance customers, providing increased
gl obal recognition and a wide range of other benefits."?? United
noted that VAR G

is the largest airline in Latin Amrerica, serving

every nmgjor city on the continent, as well as major

capital cities on four others . . . . Wth the

addition of VARIG the six Star Aliance airlines

now enpl oy nore than 230,000 people and serve 642
destinations around the world. Total revenue for

the six Star Alliance airlines in 1996 was $45.7
billion. The Star Alliance airlines transport 184
mllion passengers annually, with 6,692 daily
departures on 1,446 aircraft.

In addition, United has a broad codeshare alliance wth
Mexi cana, which it is seeking to expand to include all of
Mexi cana's services beyond Mexico to points in Central and South
Anerica, including Chile. Joint Application of United Ar
Lines, Inc. and Conpani a Mexicana de Aviacion, S.A de C V.
(0ST-98-3322), January 12, 1998. United also recently announced

a broad codeshare alliance with Al N ppon A rways, a foreign

2% United Air Lines Press Rel ease, October 22, 1997.
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carrier serving Japan and Asia, a region where United has |ong
held a dom nant position.?°

Despite its own alliances, United asks the Departnent to
di sapprove the American-Lan Chile proposal, in large neasure to
avoi d the consequences of United' s own decision not to build a
M am hub. Throughout its pleading, United conplains about
"Anerican's dom nant position at the strategic Mam gateway"
(p. 5); "the fact that only Anerican has a hub at Mam"
(p. 16); "Mam's unique geographic location" (p. 24); and so
on. United goes so far as to state that "if the Departnent
allows Anerican to enter into alliances with nost of the major
foreign carriers in Latin America, United's ability to operate
profitably a network of Mam-Latin America services for |ocal
passengers will be seriously eroded" (p. 30).

United's ability to operate a network of Mam-Latin

Anerica services is not related to Anerican's alliances at

Mam, but to whether United chooses -- as Anerican did -- to
invest billions of dollars in equipment, facilities, personnel,
and other resources to build a hub at M am. Fol | owi ng the

denise of Eastern Air Lines and Pan Anerican Wrld Airways in

the early 1990s, Mam was w de open for any carrier wishing to

3 "United Airlines and Al N ppon Airways Announce Marketing
Alliance," Press Release, March 16, 1998.
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expand service there to do so. Wile Anerican had obtained
certain limted-entry U S. -South America routes from Eastern in

the Anerican/Eastern Route Transfer, Oder 90-5-5, My 3, 1990,

United soon thereafter secured an equivalent if not superior
package of U. S.-South Anerica routes from Pan Amin the United/

Pan Am Route Transfer, Oder 92-7-9, July 10, 1992.

Rat her than investing in a Mam hub, United chose to take
its resources elsewhere, particularly to Asia, where United
expanded its services under the protection of a U S. -Japan
agreenment that precluded a conpetitive response from Anerican
and ot hers. Later, United chose to devote its resources to
building an alliance with Lufthansa, which it is now expandi ng
into the global Star Alliance with SAS, Ar Canada, Thaj A rways
International, and VARIG (the largest carrier in all of Sputh
Areri ca). United is perfectly capable of making its own
strategic decisions -- and of living with the consequences of
t hose decisions -- without regulatory interference by the

Departnent with the a liances of its competitors.?!

** Particularly interesting is United s conplaint that "[i]ln each
nonstop city pair where American and its alliance partners wll
operate, they will have hubs at both ends of the route, enabling
themto operate nore frequencies at higher load factors than
United, threatening United's ability to serve the routes
profitably." (PP. 30-31). This is precisely the situation that
United and Lufthansa enjoy on the Chicago-Frankfurt route, a
segnent that Lufthansa has called "the single nost inmportant route
between the U S. and Continental Europe." Application of
(continued...)
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United' s assertions that the American-Lan Chile alliance
will not provide sufficient public benefits so as to justify the
grant of antitrust imunity are sinply not true. Under their
proposed alliance, the applicants will provide a broad array of
new service options to the public, not only in gateway-to-
gateway markets (such as New York-Santiago and Los Angeles-
Santiago, which Anerican does not serve, and Dallas/Ft. Worth-
Santiago, which Lan Chile does not serve), but in beyond markets
t hroughout the United States which Lan Chile does not serve, and
in beyond markets throughout Chile which American does not
serve.

These are precisely the types of new and expanded service
opportunities that the Department encouraged in adopting its
international air transportation policy statenent in 1995, and
that United itself provides through its own antitrust-imunized
alliances with Lufthansa, SAS, and Air Canada, and its own
codeshare arrangenents with numerous other foreign carriers

t hroughout the world. The American-Lan Chile alliance will

(..continued)

Lufthansa for O Hare exenption slots (0OST-98-3552), February 24,
1998, at 3. Uni ted and Lufthansa have proposed a fourth daily
nonstop frequency on this route, threatening the continuation of
Anerican's single daily nonstop. There is no principled basis for
the Departnent to grant immunity to United and Lufthansa, but to
deny imunity to Anerican and Lan Chile, based on the creation of
a hub-to-hub city-pair.
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substantially benefit the public by expanding price, service,
and quality options, notw thstanding United' s anticonpetitive
and unprincipled assertions to the contrary.

V. THE OPPOSI NG CARRI ERS' COWMMENTS OVERLOOK LAN CHILE S

PERSPECTI VE AND | TS ROLE IN TH' S ALLI ANCE

As part of their canpaign of internecine warfare with
American, the opposing carriers disparage Lan Chile as an
i neffectual pawn in an American scheme to conquer Latin carriers
and domi nate the region. United goes so far as to accuse Lan
Chile of "selling out" to American (p. 32). In effect, they
ask the Departnment to save Lan Chile fromitself.

This attitude is condescending and xenophobic. Lan Chile,
as a public conmpany whose shares are listed on the New York
Stock Exchange, is accountable ultimately to its shareholders.?*’
Thus, Lan Chile's decision to forman alliance with Anmerican
reflects Lan Chile's selection of the best partner available
based on sound commercial criteria.?* The bleating of the

opposing carriers does not change that reality.

32 wpan Chile . . . Announces Consolidated Fourth Quarter And Year-
End Audited Results For The Period Ended Decenber 31, 1997," Press
Rel ease, March 20, 1998 (announcing a 67.3%increase in Lan
Chile's net incone during 1997).

33 United states that it is "in the business of trying to operate
profitably so that it can nmaintain good paying jobs for its

enpl oyees, reinvest in its business, and provide a fair return to
its shareholders" (p. 31). Incredibly, United then asserts that
(continued...)
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Lan Chile nmet with United, Delta, and Continental to
di scuss a possible marketing alliance. However, each failed to
make a sufficiently attractive proposal to Lan Chile. As
di scussed above and in the Consolidated Reply of Lan Chile in
OST-97-2982 (Cctober 31, 1997), their own actions and inaction
di squalify them as sensible codeshare partners for Lan Chile.

United, Delta, and Continental, nevertheless, urge DOl to
prevent Lan Chile from doing business with the one carrier whose
donestic route systemwll allow Lan Chile to offer the optinal
on-line service to its passengers. United acknow edges that
“"there is no real alternative to Mam as a gateway to Latin
Anerica" (p. 24). Continental recognizes that only Anerican
has a strong Mam |I|ink (p. 13). Despite these realities, the
opposing carriers want to prevent Lan Chile from codesharing

with the only carrier with which it can establish a significant

connecting conplex at Mam. There is no way that such a
negative step could be in the public interest. Al t hough the
(..continued)

Lan Chile should eschew an alliance with Anmerican, even though it
"makes nore econonic sense," than formng an alliance with United
that "would certainly be less profitable.” (p. 32). Lan Chile
also is entitled to pursue a profit-maxim zing strategy on behal f
of its enployees and sharehol ders and for capital reinvestnent

pur poses. United' s astonishing double standard epitom zes the
opposing carriers' position: that the Departnment shoul d assi st
themto make noney while interfering with Lan Chile's right to do
the sane.
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opposing carriers say that their imaginary alliances with Lan
Chile would be pro-conpetitive, Lan Chile cannot and will not be
corralled into an inferior alliance with one of those carriers
just because they claimthat they need such an alliance in order

to allow them to prosper in an open skies market.
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CONCLUSI ON

The American-Lan Chile alliance agreenent should be
pronptly approved, and antitrust immunity should be pronptly
granted, under 49 U S. C. §§ 41308 and 41309. Codeshari ng
aut hori zations and rel ated exenptions also should be granted,
under 14 C.F.R Parts 207 and 212 and 49 U S.C. § 40109. The
alliance is consistent with the public interest, enhances
conpetition, and furthers the fundanmental U S. foreign policy
obj ective of achieving open skies agreenents between aviation
bi | ateral partners.

Respectful ly submtted,
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